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Key Judgments

Confidgftiat

Soviet Perceptions
of Economic Prospects

The Soviet leadership recognizes it faces a convergence of cconomic con-
straints in the 1980s that defies easy solution. Relatively new coastraints,
such as raw material scarcities, a manpower shortage, a slowdown in capital
formation, and a dccline in the growth of consumer welfare, have combined
with such traditional problems as lagging agriculturc and transportation
and poor planning and management. Defense spending is acknowledged to
be an added burden. Morcover, the leaders realize that gains in productivity
have not of fset the decline in the rate of growth of resources committed. The
result is a continuing slide in economic growth.

Theleadership also has a clear idea of what needs to be done. The focus must
now be on “intensive™ development—that is, rapid productivity gains
through the introduction of new technology. improved incentives that
encourage the conscrvation of scarce factors of production, and better
planning and management. Sovict leaders scem increasingly concerned that
the transition (o such development is not being made successfully. Their
public statcments indicate particular. anxicty over the energy crunch, the
slow pace of ecenomic reform, and the effect of lowered cxpectations on
worker productivity. Soviet leaders apparently do not expect a quick
turnabout in fortunes. They appareatly belicve that there are no panaceas,
only palliatives, for the continuing economic problems.

Con'sumer welfare. They sce a continued decline in consumption growth,
evidenced by their search for ways to restrict demand and to modify rising
expectations. They hope that there will be some growth in priority consumer
areas and that exhortations for greater worker efforts will be an adequate
stimulus to productivity.

Capital formation. They realize that a return to high rates of investment ]
growth is acither possible nor practical and hope that smaller investment
allocations will encourage more efficient use of plant and equipment. In the
short run, they probably do not view the slowdown in capacity expansion as
the major constraint on growth.

Energy production. They do not appear su{ﬁcicnlly conccrned by cnergy
prospects to take any radical steps, such as the transfer of investment.
resources from other priority areas. They have turned instead Lo more urgent
cncrgy conscrvation and are stepping up the rate of investment in oil
production and other cnergy sectors. )
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Manpower. They scem convinced that modest measures to save and re-
distribute labor will compensate to some extent for the slowdown in new
cntries into the labor force.

Planning and management. They are disappointed by the slow pace of
cconomic reform but arc still confident that tinkering can make the system
work.

Agriculture. They sce little hope for significant breakthrough in accelera-
tion of the growth of farm output or for reducing its instability. They realize
that they must continuc to invest heavily in this sector and spend sizable
amounts of foreign exchange on imports to counter in part the large
fluctuations in domestic farm output and to satisfy the rapid rise in con-
sumer demand.

Technological progress. They see the slow pace of economic reform and the
decline in growth of plant and equipment threatening the introduction of
new technology and hence productivity goals. They will continue to rely on
imported foreign technology. to concentrate investment funds in scctors
~onsidered key to technological progress, and 10 encourage the military
research and development sector to share its skills with the civilian sector.

‘The leadership’s apparent belicf ‘that the decline in Soviet economic
performance can be held within manageable bounds without ma jor policy
change diverges from the perception of most Western observers, who foresee
more severe consequences stemming from this business-as-usual attitude.
The measured response is typical of Moscow's aged Icaders, who have a
vested interest in and close identification with the system asitis. They have
a penchant for piecemeal measures and count on continued docility by the
consumer, who must absorb the major impact of the economicdccline. Inthe
end, the leadership looks ahead to the 1990s, which promise some relicl from
this decade’s toughest problems.
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Soviet Perceptions
of Economic Prospects

[ntroduction

The study of Sovict leadership pereeptions of ecconomic
prospects is important because Sovict actions in many
areas—{foccign policy, military programs, and tecade—
are motivated to varying degrees by iatcmal cconomic
developments. If our pereeptions of Sovict cconomic
prospects differ markedly from theirs, we could mis-
interpret their reactions to internal and external stim-
uli.

An assessment of leadership pereeptions is of particu-
lar current interest because of the unique challenges
that the Sovict cconomy faces in the 1980s. The simple
growth formula used for morc than half a century—
large infusions of labor and capital—will work no
longer because these inputs are beccoming more scarce
and costly. As a result, large productivity gains arc
essential for future growth. To understand and perhaps
predict Sovict cconomic policics it is useful to know -
how the lcadership vicws this changing situatior.

The leadership docs not specifically address overall

economic prospects in public. Bits and pieces of cvi-

dence from a wide varicty of sources nced 10 be assem-

bled, therefore, te construct a reasonable facsimile of

the leadership’s perceptions. This paper arraages the

evideace in answer to the following qucstions—deemed

to be the most relevant 1o an assessnient of prospects:

« What docs the lcadership identify as the key cco-
nomic problems?

« According 10 Sovict measurcs, how scrious is the
decline in growth?

« Do Soviet leaders display a rising concern about
specific problems or cconomic growth in gencral?

« What do they belicve are the e “~ects for solving
soccific major problems?

The collected speeches of Beezhnev and Kosygin were
used as a major source. Although voluminous, their
public pronouncements arc highly geacral ia nature,
and rhetoric often obscures substance. Morcover, it is
Icgitimate to question how representative they are of
the lcadership's truc perceptions. Nevertheless, they
are the only primary sourcc. Another major source was

1
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statements by leading Sovict economists. At the least,
their views must have some impact oa the leadership's
thought processes and; at most, they can be said to
share the leadership perspective. An analysis of official
Soviet statistics was uscd to determine Sovict pereep-
tions of past trends in economic growth. Western cs-
timates of Sovict growth performance were introduced
to compare the confliguration of trends betweea the (wo
scts of measures. Finally, Sovict policy responses were
a source of clues to the degrec of concern with which
the lcadership views specific cconomic problems

[n the last section of the paper the evidence outlined
above is weighed to obtain a general assessment of
leadership perceptions. The task is then to explain the
apparent divergence in their views of cconcmic pros-
pects from those of most Westera obscrvers. Some
tentative hypotheses are offered, but a thorough
examination of the leaderst*~s rationale is beyond the
scope of this paper

[dentification of thie Key Economic Problems

The first clue to leadership perceptions of economic
prospects lics in its identifica tion of key cconomic
problems. If the weak spots are identificd correctly.
then a realistic assessment of prospzects is more likely.
A list of key economic problcms was compilcd—bascd
on the frequency and intensity of cttation—f(com the
spocches of Brezhaev and. Kosygin for 1970 to 1980.
Despite some differences in approach on spzcificis-
sues, a conscasus on the major problems rcadily
cmerged and was rcmarka bly stable over time. The,
liberal usc of quotations in this section allows a close
look at the peculiar Sovict peespective on cach subject.

Throughout the past decade the leadership was ab-
sorbed with the problem of declining economic growth.
It acknowledged that a ncw growth stratcgy was re-
quircd, onc that cmphasized “intensive™ a nd not
“extensive” devclopment. Brezhaev put it most simply

('onﬁzn(ial
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ia a specch to workers at the Kharkov tractor plant in

April 1970.
Maay problems are cssentially coanocted with . . . the fact
that we haveentcred a stage of devclopment that no foager
alfows us to work in lhc.?l"‘ way but calls for new methods
z2ad new solutions

Movre specifically, the new growth strategy was recog-
nized as necessary because the basic inputs that were
available in such relative abundance in the
past—manpower, capital, and raw materials—were
becoming more scarce and expensive.

The so-called extensive factors of growth ia the nationat
economy arc also becoming more limited; in 1971-75
opportunitics for enlisting additioaal manpower will de-
cline in comparison with the past five-ycar plan. The
growth ratcs of capital investments also have their limits.
{Brezhnev speech to 24th Party Congress—March 1971}

Requircments arc growing faster than resources. For this
rcason we arc compellcd tointroduce rigid consumption
cocfficients . .. for the production of petroleum, gas, coal,
steel, rolled metal, and noafcrrous metals {Rer~tacv
spcech to party plenum—October 1976]

The leadership realized that thisdecline in resource
geewth could be offsct by a rise in produdtivity gains
and belicved the best way-to effect this transition to
*“intensive” developmeat was 1o “accelcerate scientific-
technical progress™” and improve labor organization
and discipline. Various obstacles stood inthe way of
accomplishing these goals, however. Thelist below
represents an attempt to distill into “first causes™ the
major obstacles cited in the 10-year filc of lecadership
speeches:!

« A chronic lag in the completion of investment
projects.

. We have still not been ablc to haltthe process of scattering
capital investments a mong numerous coastruction '
projects. The amount of unlinished consteuction is increas.
ing. Uninstalied cquipment worth scvera! billioa rubleslics
around uauscd in warchouscs. This has been discussed
moce than once. But there are nosigns that Gosplaa, the

* These problems are abund antly detincated ia the specches of both
Rrezhacy and Kosygin. Hlustrations here aec mostly deawn (rom
Beczhacy becausce bis statements are more clear zad gcrmaane

Conr;Kn(ial

clicnts, or the builders fecl any respoasibility for immo-
bilizing capital iavcstment equipment and materials.
[Brezhaev spocch to Central Committee plenum—Novem-
ber 1978]

« Wcak incentives and poor masagement structure (or

the introduction of new technology.

Cardinal changes {arc nocded] ia the style and methods of
economic activily, improvement of planniag and economic
inccatives to make passible the swiftest possible trarsmis-
sion of ncw idcas atong the entice chain from invention to
mass praductioa. [Beezhner specch to 25th Party Con-
gress—Februacy 1976)

= Weak incentives and poor management structure for

the conscrvation of scaroe resources, including man-
power and materials.

Thrift . . . requires new approaches in capital investment
policy and in many spheres of technical policy, mancuver-
ing with cxisting capacitics and manpower resources, and
the overcoming of departmental and parochial tendencics.,
11 also requires a certain restructuring in pluaning, in the
methods of cconomic managzment, in the system of in-
dices, and in matcrial incentives. No matter how com-
plicated this restructuring may be, we cannot get aloag
without it. [Brezhnev clection spcech—March 1979)

« Consumer goods shortages, particularly food, that

frustrate worker incentives.

The entire course of economic development conlirms azain
and again that a Group B {consumer]industry that meets
today's demands is an impoctaat condition foc the effective
work of the coonomy, as a whole and for the improvement
of material inceatives. (Brezhnev speech + Centeal
Committee plecaum—November 1978

Two additional probicm areas that cannot be directly
rclated to the cmphasis on “intensive™ development arc
agriculturc and transportation. The lcadership identi-
fics two parts to the agricultural problem—how to
roduce the wide fluctuations in farm output causcd by
weather and climatc variations and how t0 accelerate
long-term growth. The obstacles cncouantered ia the
pursuit of these (win goals resemblc thosc in the rest of
the cconomy—lagging technology and peor arganiza-
tion and management.
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Comradecs. there arc no casy paths here ... it has become
all the morc obvious that & further stecp upswing in
agriculturc depends oa the creatioa of & matcrial and
techaical base that will corrcspond to preseat-day roquicc-
ments. { Beezhacy clection spcech—Juac 1970]

The organization and management of agricultucc should
be improved ... there are no ready-made recipes here.
{Brezhnev sroech 10 25th Party Congress—February
1976

The transportation problem is sccn as a scrious growth
constraint and the result of a lag in investment alloca-
tions that allowed this sector to (all behind the develop-
ment of the rest of the cconomy.

A permancent, compechensive development program for
transport must be worked out which would absorb the best
achicvements of scientific and technical thought. This
program is called upon tocover the questions of the
development of all types of transport. 1t should be focused
on modcrniziag the railroads . . .[Brezhnev speech to party
plenum- —Noveaber 1979°

Although not an cconomic problem per se. the size of
defense cxpenditures is a frequent background theme
to the leadership discussion of cconomic growth. {t
expresses continued concern about the high levels of
spending and thc consequent burdcn on ths cconomy.

Socialism is sufficicatly powerful to casure both a reliable

defense and the development of its cconomy, although of

courne, withoet targe dcfonne cxponditures we and our ’

ccanomy would (nove ahead far m~-- ~uickly. [Brezhnev

preclection specch—Juac 197

\

L addition to the themes reflected in leadership
speeches, recently published lists of cconomic goals for
the medium and long term ceveal the emphasis on-
intensive devclopment. Virtually all targets emphasize
conserving resources, promoting sectors key (o “tech-
nical progress.” or improving incentives to promote
efficiency. The first list was compiled bya commission
set up to prepare the “*Complex Program of Scientific-
Technical Progress and its Social-Economic Con-
sequences to the Year 2000 "—the joint task of
Gosplan, the State Committee for Science and Tech-
nology and the Academy of Scicnces (Voprosy
Ekanomiki Na.7. July 1979). The Commission be-
ficved thut their elforts should coacentraic on scven

COn?Aal

*“urgent problems for the country’s sodialcconom ic

.developineat™

« Improved structurcof apual iavestment, lha( is,a
substaatial increase in the equipment componcent.

« Improved “capital construction.” that is, higher
quality and morc timcly complection of new plant and
cquipment.

« Development of the machine-building sector.

« {mproved management and organization of the

~agro-industrial complex.™

« Provision of the “solvent demand of the pOpulauon.
that is, reducuon of thc backlog of unsatisficd con-
sumer demand.

« Solution of the “*housing problem.™

« The problém of labor resources.

The major plan themes for 1981-85 were first caun-
ciated by Gosplan Chairman Baibakovin Vestnik
akademii nauk SSSR (May 1980). He said that
“priority has been given to five programs™

« The conservation of metal.

« Consecrvatioa of (ucl.

« The construction of the Baikal-to-Amur Railroad
(BAM) and dcvelopment of the newly accessible
Sitcrian arcas.

« Reduction of manual labor.

« tncreascd production of new types of consumer
goods.

Later in the year Gosplan's house organ Planovoye

khozyaysivo (No. 8.1980) modificd these points some-

what and gave morcdetail:

« Reduce transport “difficultics.™ parucularlv in the
railroads.

« [mprove the fucl-cnergy balance through the greater
usc of natural gas and atomic encrgy, and implement
a nationwide cncrgy conscrvation program.

« tmprove the work of metallurgy and machiac build-

ing through such mcans as reducing the metal con-

tent of machinery and devcloping metal substitutes.

Complete unfinished construction and rcduce new

construction starts in favor of the reconstruction of

existing (acilitics.

« Improvc the supply of food, especially meat

{n summary. the problems ideatificd arc recognized as
the result of both resaurce and systemic deficiencics
that arc interrelated. The ultimate problem is how to

Co?én(hl
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Figure 1

Selected Economic Indicators
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promotc intensive development—that is, rapid pro-
ductivity gains. The leadership’s picture of the chal-
lenges confronting the Sovict cconomy in the 1980s,
then, is not unlike that drawn by Western obscrvers.?

Measurement of the Decline in Growth. Because
declining growth is the nexus of the economy's prob-
fems, it should be examined quantitatively from the
Soviet viewpoint, that is, by using official Soviet meas-
ures of coonomic growth. In this way wecandetermine
the magnitude of the problem from their perspective
and at the same time comparc it with Western cs-
timates of Soviet growth.

Since the inception of the Brezhnev-Kosygin leader-

ship, cconomic growth has trended downward, particu--

larly since 1970 (sce the figures). Although Soviet
aggregative statistics show generally higher rates of
progress than Western measures, the trends have been
remarkably similar. The decline is apparent in both the
industrial and agricultural sectors. The pace of the risc
in consumecr wclfarc has suffered accordingiy. Pro-
ductivity data clearly show a sccular decline, revealing
this to be a maijor reason for the general economic
stowdow

It seems unlikely that the Soviets could take comfort in
thesc statistics, even considering the 1 to Z percentage
point spread above Western estimates of GNP and
industrial output growth. The relevant aspect is the
"downward trend in growih that roquires hard-policy

choices and increases tensions among competing power
groups. A continued rise in resource allocations at past
rates for one resource claimant, the military for exam-
plc, would create a serious <~ ++~e7c on resources for
growth'and consumption

Although official Sovict measures reflect a decline in
overall growth similar to that revealed by Western
micasures, conceptual diflerences may affect the level
of Sovict leaders® concern. The exclusion of most serv-
ices from Sovict national income, for example, predis-
poses them to give greater weight to the material-
producing scctors. The precipitous decline in industrial

! Sec "Savies Eraromic Problems and Prospects.” ER 77-104 J6U,
July 1977

' For = thart  _ussion of the diffcren -- ~gepts underlying Sovict
and Western measures, se= Appendin

) Conyen(ial

Figure 2

Growth in Per Capita Consumer Welfare

Average Annual Percent Rate of Growth

1966-~27

1976-78

1979-80

1921-75
ﬂ Soviet Measure (Real tncome)

Western Measure (Consumption)

production growth during the 1970s. therefore, cculd
look more ominous to the Sovict leadership than to
Western observers, who mcasure growth more com-
prehensively. On the other hand, Sovict biases in the
mcasurcment of industrial output could result in a
mocc sanguiac view of their procpocts because their
upward bias is greatest in those scctors that are most
important for technological progress—-machinery and
chemical:

[tis difficult to assess the rclative impact on tezdership
thinking of its use of diffcrent cconomic concepts. In
any cvent, there is some evidence that the icadershio
has a relatively unsophisticated view of economic data
that would tend 1o minimize the effect of the most
scrious Soviet statistical biases. A recent study of the
type of economic data cited by 25 members of the

* The possible bias from incrassed doublc counting. for cxample. is
greatest in industeics with a high ratio of material inputs 1o gross
output such as machinery, chemicals, and construction mateeials.
The bias caused by disguised inflation is most ccmmon in industrics
with 2 heterogencous assortment of products 2nd in techaically
dynarmic industrics, featu- st characteristic of the machinery

and chemicals branches
Conﬁj[n(inl
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Sovict leadership ® suggests that valuc data—the most
biasced—are used infrequently, a‘n‘d 1t the emphasis
is on physical production scries.

Sigas of Iacreasing Concern. The evidence lcads to the
peesumption that the leadership belicves that the ma-
joc cconomic problems arc scrious and have had 2
deleterious effect on cconomic growth, Now, the rel-
evant questions arc whether the icadership believes
that the cconomy’s problems are gettling worse, and, if
sa, which oncs are becoming particularly intractable?
Aaswers to these questions have obvious repercussions
oa the pereeption of the future

The leadership speeches during 1970-80 were exam-
ined again, but this time to reveal relevant changes.
There was cvidence of a substantial risc in concera in
three major arcas—cnergy, planning and manage-
ment, and consumer welfare. The fevel of concern
expresscd for the remaining problem 2-=-- was rcla-
tively steady throughout the period

Energv. During the early 1970s the encrgy-celated
portion of the leadership speeches was limited to gen-
crz! statements about the need for “raising the ¢ffi-
ciency of the fucl and power complex. increasing the
share of petrolcum and gas in the fuel balance, and
cxpanding the construction of atomic power stations.”
(Brezhaev specch 1o the 24th Party Congress—March
1971.) Therc was no sensc of urgency concerning
attainment of output and requircments targets. By
carly 1976 it wac apparently (eIt noccteary to assure
the public that fuct shortagzs “as a rule™ were not
expected.

As 2 rule, our plans will provide for {aster growth rates for
peoven resceves of mincrals than for theic extraction, so
that the levels of their supply to production will always be

‘adequate. This will caablc us (0 continue (0 guarantec the
national cconomy against shortages of cneegy and raw
matccials. [Kosvrip speech to 25th Party Congress—
Macch 197t

" William J. Kelly and Hueh L. Shaffer, “Compilations of Economic
Statistics Cited by Sovic * -adces.” Battellc Columbus Labora-
torics, November 1979.

* Surpeisingly, no incecasc . ~oncecn was found for the maapower or
transportation proble-

-(‘onr%mial

Latcr that ycar it was admitted, howcever, that *'re-
quircments arc growing faster than resourccs. . . .
Rigid consumption cocfficients [and] great cffocts to
improve the cfficiency of all branches of heavy iadus-
ey were needcd if there was to be “uninterrupted
satisfaction of thec economy’s growing requircments for
. ..cencrgy.” (Brezhnev speech to Party plenum—
October 1976.) By 1978 Brezhnev indicated an impa-
tience with the conscrvation ¢ffort and for the first
time admitted that cnergy shortages were causing
problems in other sectors.

Fucl continucs to limit us. . .. There has been virtually no
raduction in wastes and losscs. . . . This creates difficultics
in 2 aumber of branches of the national cconomy. [Brezh-
ncv speech to Centrat Committee plenum—November
1978}

This linc is now de rigucur

Planning and Management. On the subject of planning
and management, the in(crcsli‘ng,aspccl is not the
growing urgency of the rhetoric, as with the energy
problem, but the continued plea for improvement de-
spitc the introduction of countless *“reforms™ through-
out the period. Thesc years included the ostensible
completion of the 1965 reforms.’ the creation of
“*production associations,™ the introduction of labor-
saving experiments such as Shchekino.' and the init-+-
ation of thc most reeent “comprehensive™ reform of
mid-1979.'° Yct the lcadership continually noted that
(a) the cucrent refomu were not beiag succexcfully
implemented. and/or (b) (urther reforms were
necessary.

Frequently the cconomic-accountability rights of coter-
priscs arc inlriaged and ecconomic methods are supplanted
by administrative fiat .. . at the sametime . . . aspects of
the cconomic reform are in need of further clacification

® The major ccform of the Brezhnev-Kasygia cegime that st-c
profit and cconomic “levers™ as a way to impeove clficicnc,

* The mcrger of industrial caterprises (0 rcap gains from spee..
tion, obtain cconomics of scale, and save on adminisirative costs,
* fntcoduced in 1967 at the Shehekiao Chemical Combinc to all
caterprisct to ker wagc fuad tavings oblained thruugh tlabor
force reductions ’

** Reformof olznn....‘.:nd tacentives that includcs an attempt to
crnlsre the gross vatuc of cutput indicator with 2 act output caacept




and development. [Kosygin specech to 24th Party Con-
gress—April 1971]

[We)need to improve theplanning and management of the
national cconomy which must orieat cconomic organiza-
tions toward the use primarily of intensive factors of
economic growth and toward the acceleration of scientific
and technical progress. [Kosygin on the occasion of the
S50th anniversary of the formation of the USSR in
Komniunist, November 1972] 1)

By the end of the decade, Brezhnev was still making
vocilerous attacks on the failure to adequately
“‘restructure the economic mechanism.”

It(raising efficiency and quality)is being impeded not only
by objective circumstances but also by the force of inertia.
Inertia in planning. in methods of cconomic management,
and, perhaps most importaat, in cconomic thinking. ... A
cerlain restructuring in planning. in the methods of cco-
nomic managemecal, in the systemof indices and in ma-
terial incentives (is nceded). . . no matter how complicated
this restructuring may be, we cannot get along without it.
[Brezhnev clection speech-—March 1979

Consumer Welfare. Consumer (rustrations as a
damper to work incentives have been a recurrent theme
in the speeches. As early as 1971 Brezhnev made the
vital tic between the “well-being of the worker™ and
“rapid production growih.” In the last scveral years,
however, as growth in luabor productivity has declined
steadily. this linkage has becn madc more frequently
and caboratety. tn 1978, for exampic. Kosvein pro-
motcd the importance of fulfilling consumer service
aoals—while Brezhnev emphasized the output of con-

sumer goods,

The task of iraproving cificiency and quality should be
persistently tackicd not only in the sphere of production
but also in the sphere of services 1o the population. . .. The
service spherc is a sphere that is used by all citizens all the
time. onc that docs a great deal to determine their mood
and to influcnce their attitude toward their jobs and to-
ward those around them . [Kosygin speech on the occision
of the 6 1st anniversury of the October Revolution-—
November 1978])

A Groeup B [consumer goods industrics] that meets today's
demands is an important condition for the effcctive work
of the cconomy as a whole and for the improvement of
material incentives. {Brezhnev speech to Central Commit-
tee plenum---November 1978)

The use of the word “mood™ became more common in
both lcaders’ vocabulary. [n cffect, it suggests height-
cncd concern over solving the consumer question since
“mood™ could be a cuphemism foc the threat of civil
discontent. ~

The Economy in General. More gencrally the lcader-
ship evidently believes that current cconomic problems
arc unprecedented in complexity and scope. Evidence
of this is the pessimism that has been allowed 10 creep
into statements by major economic spokesmen.
Gosplan Chairman Baibakov's bleak picturc of the
economy in a recent Vestnik akademii nauk SSSR
(No. 5. May 1980) scrves as a good example, particu-
larly sincc his stylc is usually reportorial if not upbcat.

The rates and absolute size of the growth of the national
incomc and the output ef industry and agriculture for four
vears of the present five-year period will be less than we
intended. To a considerable extent this sitwation is ex-
plained by the fact that we have been unable 16 uchicve an
abrupt change in dircction in raising the cfficicncy of
sociul productina . . without a radiczl improvément of
affairs in the ficld of scientific-technical progress. it will
not be possible to perform these large tasks which the party
and povermmoent are scttine.

The lcadership’s increasing sensitivity 10 the ccono-
my's {ailings probably is a major rcason for the decline
in the publication of cconomic data. noted since the
mid-1970s. The missing data, such as regional produc-
uon of fucls and details on the 1976-80 plan. arce
cmburrassing evidence that the teadership would pre-
fer to conceal from the Soviet and forcign public
alike.!

" The guidelines for the 1981.8 S plan contain less statistieal

data - some 40 10 S0 percent oversti-—than the guidelines fur the
previous two five-year plans. W hiie partally inotivated by the desire
10 conceal embarrzssing deta. the abisence of concrete figures for
sveral key gaais nd coaveniiunui categoricos ulso probubly reflects
delays. uncertaintics. and possible coaflicty in Sovict
decisionmaking. Sce USSKR: Guals of the tith Five-Vear Plan
Cnattainable. ER §1-10022, Junuary 1951 ..
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Moxc cvideace of the leadership’s rising concern is its
reuent attcmpt o impress the clite with the scrfous
nature of the cconomy’s protlems. ln late 1979 and
carly 1980, scnior goverament officials revealed toa
group of lcading acadcmicians of the Sovict Academy
of Scicnces that the ccoaomy was suffering “very
scrious problf‘ms" and asked for suggestions and ad-

viee &

Prospects for Solving the Majoc Problems

The kcadership is adept at ptapointing shortcomings
but rarcly articulates the chances of finding timely
solutions or their likcly cffect on general cconomic
growth. For this we must tum to statements by high-
teved officials and cconomists. who probably share the
leadership perspective. Also. actions alrcady imple-
mented or in the proposal stage arc good clues to
leadership views of prospects. For example. the adop-
tion of draconian measures presumably would be a
fogica! responsce 1o a problem viewed by the leadership
as particularly threatcning te growth prospects. In this
scction these sources will be used 10 explore the Icader-
ship perspective on specific major problems including
the consumer, investment, encrgy. manpower. plan-
ning and managcement. agriculturc, and technological
progress.

Consvrmer Welfare. T he lcadership scemis sovwure that
the cansumer has alrcady borac-much of the burdean of
declining growth, especially in poor harvest vears. But
do the Sovict lcaders belicve that consumption growth
will continuc to decline and. moce importantdy, acc
they confideat that they can make this patietable to the
populiace? The evidence presented below suggests that
the leadership belicves that the decline will continuc
and will be serious cnough 10 require some revision ir
policics und attitudes in order ta resteict demang

Nonciheless, Soviet lcaders probably believe that ihey
cun deliver some growth in priority consumcer arcus
such as quality foods to workers in key industrial
scctori. Morcover. they appear convinced thust exhorta-
tion and u morc diffcrentiated wage structure wit’
provide an adecquate spur to productivity.

The most tangible evidence that anly g mintmal im-
provemicat in consumer wellure ts expected s the re-.
ccai eanphasis an finding wavs (o (CsLrIct consumer
deauind ruther thun on cxpanding the output of con-

(‘onf//cnlizl

suaxr goods.” In a Kommuaisi acticle (No. 8, 1979).
Gosbank Chairman Alkhimov reccommended scveral
ways (o incrcase the output of consumer goods but
dcvoted the major portion to methods of dampening
dermand. These included the limitation of “ucjusti-
ficd.” that is. ot ticd to labor productivity. increasesin
wages and streagthened control by central administra-
tive organs and banks ovee wage payments resulting
from above-plan construction and repair work. A
professor of cconomics wriling in Pravda (24 May
1980 also conceatrated on ways to reduce growth ia
dcmaad. He advocated a greater differentiation in
prices to reflect levels of quality. such as train (ares and
hotcl rates. He suggested that better workers be given
spccial access to paid social services including cduca-
tion and medical care in addition ta the (rce services
providcd by the statc -

While these are still in the carly proposal stage. it -
appears that the tcadership might be morce ready to
move on two {ronts that would immediately restrict
demand—monctary reform and a rise tn rctail prices.
Rumors have circulated for over a year thut z curreacy
cxchangc is imminent. designed largely (0 reduce the
large lump of liquid holdings embodicd in savings
deposits and cash houards. The exchange reportcdly
would allow savings deposits upto an estublished ceil-
ing to rctain their former valuc while amounts above
the ceiiing and moancy outside the bunking system
would be cxchanged at a severc luss 1o the holder.
Gosbank Chairman Atkhimov and the Deputy Min-
itter of Foccign Trade Suchkov reccatly expressed
cutreme apprehension gves <& ~ndayed byildup tn
suvings. Alkhimov G. - hat the
suvings figurc was much o high for Sovict purposes
while Sus* "-w interjected that “it was positively dun-
gerous.”

A price hike for 1 broad rangc of consumer goods may
be implemented during the carly 1980s.'* During a
discussion of the wholzsuic price reform scheduled o
beginin 1981, the Chairman of the State Committee
oun Prices promised only thuat cetail prices would not be

" The recent pleaum spcech by Brezhnev (21 Octobee 19501 ducs aot
cuncounter tuthis thesis. Although cxorcssing 3 decp concern foe the
consumee, pacticularly ia light of aaother poor haevest. he indicaicd
au cewmderiag af priocitics in investnent 10 beae it the cunsumer, (L
" T'he reccnt eveants in Poular *q huve postpancd thes actioe uatdd
the lutice puet of the oo




raiscd during the curreat five-year period (1976-80)
but hi}_\_tcd, that a continued freeze would be unreason-
able.

The lcadership apparently realizes thut consumer ex-
pectations must be lowered. A recent article in Ques-
tions of Philosophy (No. 2, 1980) urges that more
altention be given to the problem of persuading in-
dividuals to tailor their demaads closer to the econo-
my’s potential. The author, cconomist P. N. Fedoseev,
argues the need for “truly rcasonable demands.”

We must examine the sociocconomic processes as they
change and develop. and determiac their interaction as
completely as possible. This also concerns the prablem of
correlating production with demand and cducating the
public about truly rcasonablc demunds. There has been an
increasing strcam of literature on this subject in recent
years, but the existing works provide no convincing answer
to the most pressing question for the theory and practice of
social management: What are the criteria for reasonable
demands and what arc the ways of forming them ina
socialist society?

The necessary restrictions on demand may not appecar
as severe to Lhe Sovicts as to us because they expect a
modest growth in per capita consumption during the
1980s compared with our scenarios that projzct little or
no growth in per capita consumption. Sovict emigres
over the last several ycars have emphasized that the
consumer’s perception of some forward movement s
essential for holding the lid on consumer discoaicnt."

If the leadership cxpectations for continued positive
overall growth in consumer welfarc appear untcnable,
it could cancentrate its limited resources en projects
with high visibility that would create the imagc of a
concerned Icadership fighting for consumer rights. The
continucd pledge (o improve the dict backed by mas-
sive imports of grain and mcat falls in this catcgory.
Also. the ncw Sovict Constitution of 1977 contains
more permissive Janguage that indicates an intent to

* Several Western obscrvers of the recent Soviet domestic sceac have
writtzn about the new pessimism of the Sovict consumer regarding
future impeovements in the liviag staadacd. Sce John Bushacll, “The
New Sovict Man Turas Pessimist.” Surves. Spring 1979, Volunic
24, No. 213 “igorge Feifcr. " Russiun Disocders.” Harpers, Feb-
tuary 1981
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loosen restrictions oa the private sector. An expansion
of private consumer scrvices and farm output in
particular could make a difference at the margin with
only a minimum expenditure of state resources. No
action has as yct been taken in the private scrvice area
but a recent party and government decrec (Selskava
Zhizn—17 December 1980) makes it more cconomi-
cally attractive for state and coll.c.:c(ivc {arms to give
support to the private plots

Finally, the leadership probably believes that it still
has thc power 10 motivate the worker despite the
failure to provide a substantial boost in living stacd-
ards. First, wages will be tied more closely to individual
productivity, reversing the more cgalitarian policy fa-
vored in the past. Sccondly, recent pronouncements
make it clear that the worker will be continually re-
minded that a risc in consumer welfare depends di-
rectly on his own cfforts. Typical of this approach is a
Pravda editorial (25 October 1980) following the re-
cent party plenum that raiscs scil-interest (0 a2 new
high.

Sovict people know well that the party and statc have no
concern higher than that for the people’s welfare. Soviet
pecuple also know that their welfurc is created by their own
labor and by nothing and by nc nc clsc and that only what
man ks produced and creuted can be disteibuted and
consumed. That is why they are fully determined (o work
sclllessly for the benefit of the motherland and that mezns
for their own benefit

Capital Formation. The leadacship secms uader no
illusions that a return to high rates of investment
growth will accelerate overall output growth 1o pre-
vious levels. It understands that the growing scarcity of
casily cxploitable raw matcrials is 2 major rcason for
the rising investrnent cost per unit of additional
production. At a gencral mecting of the Soviet Acad-
cmy of Sciences in December 1979, as reported by our
Embassy. the prominent cconomist Abel Aganbegyan
provided graphic proof of this phenomenon.

The capital investment required in the 1980s 10 yicld
! rubic of increcascd output of fuci and caw mave-" * yuifl
be atlcast two und a half times the 1965 figur
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Instcad of stepping up the annual growth in investment
to compensate for the decline in capital productivity.
investment has grown slowly. Investment growth in the

. 1976-80 plan was sct at the historically low ratc of 3.5
pcrcent per year, and the {ive-ycar plan dircctives for
1981-85 project an cven lower ratc—about 2.6 percent
cach ycar. ln anarticle in Planovoye khozyaysivo
(No. 7. 1979) Kosygin discussed this slowdown and
implicd that it would continuc indcfinitely.

For many ycars we rapidly incrcased the amount of capital
investments—their growth rate markedly surpassed the
growth in national income. According to the results of the
(irst three years of the curreat five-year plaa, the growth
ratc of the national income produced was higher than the
growth of capital investments. This is a positive trend. . ..
1t must be eashrined in plans {or the future

[n an editorial of his Acadcmy’s journal (Ekonomikai
organizatsiya promyshlennogo proizvodsiva, October
1979). Aganbegyan discussed why a rcturn to high
investment rates is not only undcsirable but nat casily
obtainable. He acknowledged that the resources cur-
rently available cannot support tnvestment at past
rates. and morcover, the consumer will not be sacri-
ficed 12 doso.

G rowth in capitai investment has stowed considcrably. .
This stems from the need to increase the sharc of the
consumption fuad in the national income and to baiance
the growth incapitalinvestments with the country’s abiluy
o produce rolled metal, building materials, and cquip-

nent

NDespite the obvious implications for cconomic growth,
the leadership mzy not view the planned dccline in
investment growth with great alarm, at lcast in the
short run. They apparently belicve that a cutback in
investment will force 2 more cfficient use of plant and
cquipment. This has been onc of the purported maotiva-
tions behind restraining investment growth during
1976-80 and during the current plan. The hope is that
restrictions on new construction starts and concentra-
tion on unfinished construction will bring ncw plant
and cquipment oa sticam faster. thereby ratsing cap-
stal productivity somewhat

ombdential

Energy Production. Sovict tcaders have been aware
since well before the Western oil crisis of 1973-74 that
they had a far morc scrious cnergy problem than they
werc prepared to acknowledge in public. But in 1977
their actions indicated a new depth of appreciation for
just how serious the problem really was. Atthe Decem-
bee Plenum of the Central Committee the Sovict lcad-
crship significantly altered the energy policy of the
10th Five-Ycar Plan (1976-80). Instcad of (cllowing
what had been 2 “*balanced” policy of stabilizing and
then gradually decreasing the share of hydrocarbons
while simultancously incrcasing the sharc of coal and
nuclcar power, the cmphasis was to be given to a
narrower, ali-out campaign simply to devclop oil and
gas production in Tyumen Oblast over the next decade.
It is likely that somc in the leadership were unhappy
with this shift; they realized that there were few op-
tions but 2t the same titne feared that the current

campaign would underminc the pursuit of crucial

longer range goals

Uncertainty is psobably the centrat featurc of Sovict
leadcrship judgments about future oil prospects. This
uncertainty probably is bounded on the high side by
hones among somc leaders for at least a stight increase
in oil production and on the low side by fears that
public CIA projcctions might prove to be not far off the
mark. The lcadership is intenscly worricd about the
current oil situation. and individual leaders arc almos:
certainly aware that the productivity gains on which
future incroascs in the oil extraction level depend arc
unlikely to be met

Decspite their concern, there has never exisicd what
could properly be called a comprehensive and operative
Saviet energy program. Encrgy production decision-
making has not been seriously infllucnced by any care-
ully claborated and stable “master plan.” The process
of decisionmaking in this crucial arca is fas morc ud
hoc than is customarily assumed by cither Sovict
propagandists or tnany Western analysts. At present

r .
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lcadership policy 1s (o urge encrgy conscrvation and
step up the rate of iavestment in oil production and
other cnergy sectors. Appareatly the leaders arc un-
willing thus far to make any radical or really innova-
tive domcstic policy adjustments to mect the energy
situation such as the transfer of investment resources
from other priori(; arcasor theinitiation of a rationing
system for fuels

Manpower. The regime has been slow to implement
measurcs in responsc to the impending manpower
shortage—a shortage that Sovict specialists have
warned about f{or the past decade. Morcover, actions
taken have been piccemeal and largely unimaginative
retreads of those taken in the past. Apparently the
lcadership belicves that the problem can be substan-
tially allcviated without resort to radical action
through large increases in productivily. An awarencss
of the profligate use 6f manpower and a consequent
belief in the presence of enormous “*hidden reserves™
may also be a factor in the formation of this attitude.
-

The following list includes the major manpower-re-
lated measures alrcady taken:
* Centralization of decisionmaking under the State
Committec for Labor and Social Questions.
Changcs tn managerial incentives to encourage the
relcasc of surplus workers such as the Shehekino
cxperiment.
« Compulsory two-ycar job assignment for vocational-
technical school graduates.
Expansion of labor-placement burcaus. resettiement
committees and Orgnabor (Organized Recruitment).
Incrcased matcerial incentives to workers fur continu-
ous service (o reduce labor turnover and retain
pensioners.
Cciiings on number of workers at industrial
chterpriscs.
Increased material incentives for students who enroll
" in ccrtain specialtics or agree o study and work in
specific focales. -
Push for mechanization of manual labor

A receat Pravda article (19 Sentember 19801 that
provides a good compreheasive review of the reasons
for the manpower shortage is typical for its lack of
urgency. Most of the suggested measures—such as the
rcleasc of surplus tabor hoardzd us x hedpe aguainst
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unplanncd changes in output targets o 10 provide
maapower for the harvest—could be implemented on
the authority of caterprisc managers alone. Even the
suggestions offered for tapping the rich supply of sur-
ali labor in the Central Asia republics were equivozal.

The teadership’s policy on the use of the Central Asian
labor supply is illustrative of its reluctance to initiate
labor-rclated measures that could prove disruptive
such as forced out-migration. Instead, the leaders fa-
vora mixed policy of incentives to encourage the
redistribution of young workers and increased invest-
ment in Central Asia. A middle-level Gosplan official
recently indicated that such a reoricntation of invest-
ment resources would take place in 1981-85. Referring
to the preparation of the current five-ycar plan, he
reported intensive regional infighting because **the
older industrial arcas are not happy with their dimin-
ished role in fav.or of;Scn(ral Asia where the excess
ManpPoOwCer is.,

Planning and Management. Leadership statements
adequately attest to its disappointment with past re-
forms in the arca of planning 2nd management. But do
thelcaders conciude that a more fundamental
rcform—one that would truly change the system’s
basic opcrating procedures—-is necessary? An exami-
nation of past rcforms indicates that Moscow remains
cternally optimistic that x perfection of the current
“*economic mechanism™ is not only possible but desir-
able. Although impaticat with the slow pcogress of the
reform movement. they continue 1o expect that the
next reform will be the one that makes all the others -
fall into place

The referms of the fast 1S years reveal that the leader-
ship’s basic belicfs—onces mast relevant to future
changes in planning and management—arc:

= Centrual planning must be the basis of the cconomic
mechanism.

« Thc usc of poorly designed success indicators has

been it major reason for incorrect decisions by the
cnicrprine manager.
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« There is a limit (o deccatralized decisionmaking as
fong as the ministaes arc held ultimately respoasible
for rcsults.

« Prices in geacral should not serve as the major
altocative device but should play a morc ncutral role
in decisionmaking: the objective 15 a price structure
in which profit serves as a success indicator without
scrving as an allocative device by influencing produc-
tioa choices.

* A major objcctive of new rcforms should be the
promotion of “technological progress.™

The genceral philosophy scems to be that the less the
discretion that neceds to be given to management. the
better. The hope is that eventually management will
consist solcly of carrying out preplanned
instructions."

With such a mindsct. it seems unlikely that the leader-
ship would introduce radical cconomic reforms involv-
ing the introduction of market arrangements—ones

that might have some chancc of boastiag productivity.

Anather factor arguing for the retention of highly
centralized planning is the belicf in some quarters that
morce sophisticated plaaning techniques backed by
computers will eventually make the system work.
Some Western specialists belicve that the use of more
technical equinrmaent has already comtributod (0 the
production of more solidly bascd plans thaa in the paat
and that the plaa-making process will continue to
improve in the (uturc. The touting of automated sys-
tems of minagement reportedly is a central theme in
the curriculum of the Economic Manageanieat Institute
in Moscow. This Institutc was created in the 19705 to
introduce progressive (including Westerng business
techniques to senior Sovict managers. According (o a
formicr Sovict official who attended this schocl. V. M.
Glushkov, Chairman of the Scicntific Councit for
Computer Technology and Control Systems, was a key
lecturer who claimed that computers would cationalize
the Sovict ccanomy in the “acar (ute-- " ~d eliminatc
the human or “subjective” clement

~ These points arc a summurs of the idcas of Soreph S, Berliace n
Plunning ond Managemiear, "Coalcccace 0r * wict Economs

Towured the Veae 2000, September 19K(
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Agriculture. The leadership admits the intractable na-
turc of the agricultural problem. Of the scven party
plcnums devated to specialized coonomic topics since
1965. five dealt with agricultace. The lcadars scem
resigned o pouring hugeamounts of resources into this
scctor with no guarantees of 2 real breakthrough in
stability or size of output. Proof of the limited progress
anticipated toward the ultimate goal of sclf-sufficiency
is their continucd interest in trade and particularly
long-term commodity agreements as a way to supple-
mcat domestic production. *

The lcadcership consgasus scems to be that the sharc of
resources allocated to agriculturc cannot be reduced
without risking the gains alrcady achicved although it
acknowlcdges the heavy burden on the rest of the
cconomy. n his plenum specch of October 1976 outlin-
ing the new 1976-80 plan. Brezhnev called the invest-
ments in agriculture “a huge sum™ and said that
“frankly it was not casytofindit...we had to
somewhat curtail the demands of other branches of the
cconomy.” But this was necessary “because now there
i3 no morc pressing task™ than increasing agricultural
production. In a special plenum on agriculture in July
1978 Brezhnev attcmpted to stake an carly claim for
agriculture in the 198!-85 plan. He specifically or-
dcred Gosolan 1o follow this principlc in working out
the new five-yvear plan. At the most receat plenum in
October 1980. Brezhnevagain pressed for “big capital
tnvestments and material resources for agriculture.”

A growiag cxasperation with the small rctura on ag-
ricultural investment indicates that the icadership is
not banking on much improvement in cfficiency. espe-
cialiy in the livestock arca. At the November 1979
pleaum Brezhnev complained that “the returen is still
cleacly smali™ and “with the present scale of expend-
itures.” livestock raiscrs shaetd be able to cope with the
problem “much (aster.” ~

While continuing to remain pessimistic 2bout substan-
ual breakthroughs in output and efficicncy in the farm
scctor. the Soviet lcadership probably hetieves that it




can muddle through by adopting piccemeal mcasurcs
such as:

« Rcallocation of resources from production to trans-
portation. storagce and processing to reduce high
rates of losses. The 1981-85 plan directives em-
phasize the development of the ““agro-industrial com-
plex™ and pledge “almost one-third™ of total capital
investment to this combined effort.

« Tinkering with planning and managcment. A
December party-goverament decree reduces the
nurmber of obligatory planning indicators given to
both state and collective farms. raiscs prices for
above-plan salc of products, and increases individual
incentives for such things as raising labor productiv-
ity and preventing cuts in livestock herds.

Expansion of the private sector. In mid-Januacy,
Moscow published a decree stressing the importance
of privatec plots and encouraging greater support of
this scctor by state and collective farms. Brezhnev. in
his 26th Party Congress speech in February, de-
scribed the private sector as a prime source of addi-
tional mecat supplics and promiscd additional assist-
ancc including forage and cquipment. ¢

Foresccing the likely prospect of another decade of
unrcliability from the fz2rm sector, the regime is
strengihcning its position in world agricultural
commodity markects in order to stabilize consumption.
The US embargo wat a tempocary sctback to this
cffort. Whilc posturing that the embargo was of no
conscquence. the Soviets have lobbiced zealously for its
climination while concluding a five-year grain agree-
ment with Argentin2

Technological Progress. Leadership perceptioas of
prospects for “the acecleration of scientific-technical
progress” (that is, productivity} arc incxtricably linked
with tts perceptions of prospects for reform and capital
formatton. Disappointed with the pace of the reforms
and resigned 10 a substantial decline in investment
growth, the lcaders realize that this goal will be even
harder toachicve during the 1980s. {n order to limit
the damage of a slowdown in investment. they arc
conccntrating resources on those secters that are most
important to technical progress: machine building. the
chemicaland petrochemical industrics, and cacrgy. As
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compensation for the poor performance of ceforms in
the civilian R&D sector, there is continued interest in
importing forcign technology and a newfound willing-
ness to encourage spinoffs from the military R&D
sector

The Sovicts® current hard currency position is favor-
able enough to allow them to import forciga technol-
ogy in the form of cquipment or know-how, providing
that the West is also williag. The priority they.assign to
this cffort is high, iliustrated by the scrambile to sub-
stitutc other forcign technologics for those cmba rgocd
by the United States last year. .

The Soviets continue efforts to improve the perfor-
mance of their domestic R&D scaor. In July 1979 the
Ccntral Committec Council of Ministrics decrec on
planning-and managcment included speciflic measurcs
for raising the incentives of R&D organizations and
strengthening tics with their customers. More recently.
Brezhnev encouraged the military R& D sector to share
its talents and know-how with the civilian scctor.
Referring to the importance of developing the ma-
chine-building sector. Brezhaev said.

To this we sheuld orient our stroagest scicntific collectives.
I have in mind, besides the Academy of Scicaces. scicatists
and designers warking in the delense branches. [ believe
that their contribution to the development of the cconomy
of the country can be wider and more varicd. The Council
of Ministers, jointly with specialists should be instructed to
determine peecisely whalt scicatific 204 design collectives
of the defensce industry could assist somc or other types of
civil machinc building, could give assistancce in the devel- -.
opment of hughly elfective and high-quality types of
machincry. in drawing up concrcte progrums and assign-
ments. {Speech o party plenum—October 198( -

Perception of Prospects — A Weap-Up

The lcadership admits that the Sovict cconomy is being
challenged by « convergence of unusually scrious prob-
lems. Morcovcr, the transition to intensive growth, the
requircd response, is not perccived as going smoathly.
As a result, a sober appraisal of cconomic prospects has
been made, reflected in the moderate goals of the [1th
Five-Ycar Plan. The planncd target {or national in-
come growth (average annualjdunng 1976-80 was 4.7
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perecent, the lowest rate since Wocld War I1; plan
directives (or 1981-85 show a further drop in
expectations—a range of 3.4 to 3.7 percent ¢

Despite the scrious natuce of this assessment, the fead-
ership has given no indication that it is rcady (o re-
spond with radical action such as a rcal systemic
reform. [ts busincss-as-usual attitude is apgrarentin the
ncw plan directives for 1981-85-—a familiar litany of
problems and proffered solutions that coatain no
detectable attempt to rethink their plan of actioa. This
s the most telling evidence available that they believe
the genceral decline in growth can be held within man-
agcable bounds and that it will not damage vital in-
terests such as the ability to maintain a formidable
dcfense posture or to retain the allegiance of the
coasumer/worker. Some teatative hypotheses can be
offered to help explain their measured respoasc

First, the Icadership is unlikcly to make radical
changes becausc it has an obvious vested interest in
rctaining the present system. Morce than that, however,
the leaders® speechies and articles, even considering
thetr rhetorical nature, indicate a firm belicf in the
system. They so closely identify with the systcm that a
lack of confidcncce in it would be an admission of
pcrsonal [ailing. Bolstering the Sovicts' belicl that the
cconomy can cffectively deal with current problems is
the fact that they personally witnessed and partici-
pated in past teiumphs over substantiul internal and
external obstacle

Sccondly. a reliarcc on piccemcal mcasures ts standard
oocrating procedurce for the Sovict lcadership. This
may be zscribed in large degrec 1o a lack of imagina -
tion but also to an apparcnt optimism that half meas-
ures will indeed te clfective. Typical of this rcasvning
is 3 formulatior common throughout the speeches that
dctails impressive gains in rubles. manhours, mctal,
and so lorth, that will result with only a littlc cxtra
clfort. The leadership’s advanced age cnsures that this
type of responsc will continue: modest measures with
some hope of immediate impact will be favored over
gradiosc schemes that promisc long-run benefite v+
would be discuptive to the regime’s (inal ycar

Thirdly, they apparcatly arc gambling that the sto-
icism of the loag-sullcring consumer, who will bear the
brunt of the coonomic decline, will remain unchangdd.
In any cveat, they probably belicve that a strict police
crackdown would be sufficient to control any civil
discontent over consumer problems—although some
productivity would surely be lost. A rcturn to Stalin-
like command tactics is likely viewed not as a final
solution but a temporary measurc (0 get over the hump
of the fate 1980s—which introduces the final point

The most probable causce for the Icadership’s relaxed
responsc to the curreat cconomic situation is its ability
€0 look ahcad to better times in the next decade and to
scc the 1980s as only part of 2 continuum. The decade
of the 1990s promises some relicf from at least two of
the major problems—manpower and fucls. Although
ma jor increments 1o the labor force will not 2ppear
cven in the next decade, the decline will have at least
bottomed out. In the encrgy acca, the Sovicet Icaders
probably arc counting on large ncw discoverics of oil as
well as alternative energy sources coming on stream.
The Sovict ability to take the long view is reflected in 2
recent statement byg middlc-level Gosplan official C

He acknowledged that this dec-
« -¢ —~uurs urieg a decline in growth from the rates
achieved in the 1960s 2nd carly 1970« St conlidently
predicted an uptuen in the 1990:




Appendix

A Comparison of Soviet
and Western Measures
of Economic Growth

National lncome

In markct cconomics, the relevant measure of overall
cconomic growth is gross national product (GNP). ltis
the tota! valuc of the final sales of goods and servicesat
market prices produced by the labor and propertyofa
given nation in a given time period. The Sovizts com-
pilc a measure of aggregate economic activity labeled
net material product (NMP). [t is the nct value added
in the production of material goods and in providing
the limited number of services that are directly re-
qQuired }opring the material goods to their final sales

point

There are three principal reasons for compiling an
indcpendent index of Soviet economic activity rather
than accepting the Soviet measure: (1) there are impor-
tant differences in coverage between NMP and GNP,
(2) there is insufficient knowledge of the methodolog-
ical basc of the NMP data, «und (3) there is evidence
that the Soviet data in purported constant prices arc
actually subjcct to major price inflation and cannot be
used dircctly for growth analysis expressed in deflated
real terin:

The peincipal differences in coverage between NMP
and GNP are that NMP does not include the value
added in the service sectors or the depreciation in any
sector.'” in order to build an estimatec of GNP (rom the
Soviet data. these two quantities, which represent
about 25 percent of GNP in 1970, must be estimatedin
the desired detai!

Perhaps the most important rcason for making in-
dependent GNF estimates is that the Soviet data on
thc real growth of NMP and its vartous sectors involve
considerable upward bias. Onc Western expert ' has
examined this overstatement problem by allocating the

" Sec USSR: Toward a Reconciliation of Marxist and West-—
AMeasures of National Income, ER 78-10505. October 1971

* Stanlcy H. Cohn, “National lacomc Growth Statistics.” ia .....ief
Economic Statistics, ods. Viadimic G. Trem! and Soha P. Haedy
(Durham, N. C.: Duke Univarsity Press. 1972). pp. 136-37 ~ P
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difference in the growth rates of Western estimates of
Soviet GNP and Sovict NMP among three sources: the
differences in coverage, in the weights assigned to cach
sector, and in the sectoral growth rates. He found the
fatter to be the most important. The principal cause of
the growth rate overstatement is believed to be the
Soviet method of accounting for the production of new
products. [tis thought that the Soviets indude new
products in the valuc of a sector’s constant price output
at their introductory prices. These prices relative to the
prices for the closc substitutes that the product is
replacing are 100 high in the sense that the qualitative
differences between the “old™ and **new™ cannot cx-
plain the large pricegap ~

Industrial Production

Similarly. there is a Western mcthodology for estimat-
ing Sovict industrial output.* The official Sovict rates
of growth arc not used because they are believed 1o be
biased upward for two reasons: (1) the uscof gross
output indexes result in double-counting that over-
states growth; and (2) the official data allow disguised
inflation to enter the indexes under the guisc of new-
product pricing. This is a particularly severe problem
in tbe macaiocry inductry where products are complex
and heterogencou:

Synthetic indexes are constructed, therefore, to cir-
cumvent these problems. They are based on a sample
of three types of Sovict reporting: physical output
scrics, value series, and official indexes of gross output.
The products included in the index sample are clas-
sificd by input-output sccte- and aggregated using 1
July 1967 price weight-

Agricultural Peeduction
The Western measure of Sovict agriculitural produc-
tion is 2 nct concept based on the output of 28 individ-

* Secc Comparing Planned and Actual Growth of Industrial Output
in Centrallv Planned Ecoavemies. ER 80-10461, August 1980, (Un-
classificd
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ual crops. 10 livestock products, and four items of
tivestock inventory change. The physical pecoduction
data are then aggregated usinf average 1970 prices
reccived by all producers.

The comparable Sovict measure—gross agricultural
production—<cannot be used for two major reasons.
First, the use of a net concept is necessary to conform
to the GNP accounting procedure. Estimates of intra-
agricultural usc of farm output—sced and fecd-—are
deducted from gross output to yicld net agricultural
production. Sccondly, some of the Sovict data must be
adjusted to climinatc a large element of waste that is
included as output. The most significant adjustment is
made to the Sovict grain statistics. A nct usable meas-
ure of grain output is substituted for the Sovict
“bunker weight™” concept that has cxaggerated Soviet
grain statistics since about 1956.%

Consumption

The Western index of total Sovict consumption is a
weighted aggregate of separately constructed indexes
for three broad categorics of goods—Tfood. soft goods.
durables and miscellancous goods, six categories of
personal services, and two communal scrvices. The
separate time series, most of them in physical units
based on Sovict data, urc weighted by expenditures in
rubles in the base year (1970t ‘

A Western-type mcasure of per capita coasumption in
the USSR is required for several important reasons.
The measures published by the Sovict Governancat are
conceptually unsuitable for comparison with those
published in the West and zlso a1¢ believed to have 2
targe upward bias. The official Soviet measurcs-—rcal
per capita income, for example—exclude the labor
inputs into personal and communal scrvices, and they
include depreciation and some other elements not
considered to be final consumption expenditures in the
West. The Sovicts publish ncither a cost-of-living in-
dex nor a suitable deflator for net matcerial product by
cnd use. The official Sovict index of retail prices hne
serious mcthodological and conceptual faults.

> For further details, sce Douglas Whitchouse 2ad Joseph F.
Havelka, "Comparison of Farm Qutputl ie the US und USSR—
1950-71." i Soviet Economis P ‘ur the Seveaties. Joint
Economic Commiittec, Junc 1973

2 Sce Mocris Bornstein, “Savic' ¥ stadistics.” Sovier Econvmic
Statistics, ep. cit., pp. 370-37°
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